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SUBJECT: RHODESIAN BUDGET FOR FY-77/78 

BEGIN UNCLASSIFIED 

1. SUMMARY: AS REPORTED IN SA PRESS, RHODESIAN BUDGET 
PRESENTED JULY 14 PROVIDES FOR 34 PERCENT INCREASE IN EXPENDITURE 
ON WAR EFFORT RAISING WAR COST TO 26-27 PERCENT OE TOTAL BUDGET 
ACCOUNT. DEEICIT OF U.S. $97 MILLION PROJECTED IN FY-77/78 

ON EXPENDITURES OF $1,023 MILLION. TAX INCREASES WERE GENERALLY 
AVOIDED AND THERE WERE MINOR INCOME TAX CUTS FOR MIDDLE AND 
LOWER INCOME GROUPS. END SUMMARY. 

2. SA PRESS HAS REPORTED HIGHLIGHTS OF RHODESIAN GOVERNMENT 
BUDGET FOR FY-77/78 PRESENTED TO PARLIAMENT JULY 14 BY MINISTER 
OF FINANCE DAVID SMITH. PROJECTED EXPENDITURES ON WAR EFEORT 
(DEEENSE AND POLICE) ARE UP 34 PERCENT OVER EY-76/77 TO U.S. 
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$283.7 MILLION. OF THIS FIGURE, DEEENSE ALONE WAS UP 44 PERCENT 
TO $203.7 MILLION AND POLICE EXPENDITURES WERE UP 14 PERCENT TO 
$79.9 MILLION. PRESS ACCOUNTS VARY SOMEWHAT ON OVERALL 
BUDGET FIGURES EOR FY-77/78 WITH COMBINED DEEENSE AND POLICE 
EXPENDITURES RISING EITHER TO 26 PERCENT OR 27.7 PERCENT OE 
EXPENDITURE ON BUDGET ACCOUNT (DEPENDING ON SOURCE USED) 
COMPARED TO 24.4 PERCENT IN 1976/77. 
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3. MOST COMPREHENSIVE PRESS REPORT SHOWS OVERALL EXPENDITURES 
ON BUDGET ACCOUNT IN FY-77/78 AS RISING TO $1,023 MILLION, 

UP ABOUT 20 PERCENT FROM FY-76/77, WHILE COMBINED BUDGET AND 
FINANCING ACCOUNT ROSE TO $1,173, UP 13 PERCENT. DEFICIT ON 
BUDGET ACCOUNT IS PROJECTED AT $96.8 MILLION AS AGAINST A 
DEFICIT OF $85 MILLION IN FY-76/77. 

4. IN SPITE OF THE LARGE INCREASE IN DEFENSE SPENDING, 

MOST DIRECT TAX LEVELS WERE NOT INCREASED. TAX RATES 
FOR INDIVIDUALS EARNING BELOW $13,869 AND COUPLES BELOW 
$21,574 WERE DECREASED SLIGHTLY WHILE RATES FOR HIGHER 
LEVELS OF INCOME SHOWED A SMALL INCREASE. THE 10 PERCENT WAR 
SURCHARGE ANNOUNCED IN THE MINI-BUDGET OF MARCH WILL 
REMAIN IN EFFECT UNTIL MARCH 31, 1978, AND THEN DROP TO 7.5 
PERCENT. IT WAS ALSO ANNOUNCED THAT THE LIMIT ON DIVIDENDS 

AND OTHER INCOME WHICH FORMER RESIDENTS CAN TRANSFER OUT OF THE 
COUNTRY IS BEING REDUCED TO $38,500 PER YEAR PER FAMILY. AN 
EXCEPTION FOR RETIRED PERSONS ALLOWS TRANSFERS OF PENSIONS AND 
OTHER INCOME OF $77,000 PER YEAR. 

5. SMITH REITERATED THAT HE EXPECTED FURTHER DECLINE IN REAL 
GDP IN 1977 FOLLOWING 3.4 PERCENT DROP IN 1976 BUT BELIEVED 
THAT A DEFICIT ON BALANCE OF PAYMENTS COULD BE AVOIDED. HE 
STATED, HOWEVER, THAT IT WOULD BE DIFFICULT TO INCREASE 
IMPORT ALLOCATIONS. 
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END UNCLASSIFIED 

BEGIN LIMITED OFFICIAL USE 

6. COMMENT: JUDGING FROM WHAT HAS BEEN REPORTED HERE, IMMEDIATE 
IMPACT ON RHODESIAN TAXPAYERS WOULD APPEAR TO BE MINOR IN SPITE 
OF LARGE INCREASE IN DEFENSE SPENDING. SMITH APPARENTLY HOPES 

TO ABSORB MOST OF DEFENSE INCREASE BY HOLDING LINE IN REAL TERMS 
ON NON-DEFENSE EXPENDITURES AND THROUGH 10 PERCENT TAX SURCHARGE 
LEVIED IN MARCH AND INCREASE IN DEFICIT. RHODESIAN GOVERNMENT'S 
ABILITY TO FINANCE DEFICIT OF THIS SIZE IN CURRENT POLITICAL 
CLIMATE IS OPEN TO QUESTION AND ANOTHER MINI-BUDGET NEXT 
MARCH MAY WELL BE NECESSARY. IT WOULD APPEAR THAT IN LIGHT OF 
GROWING WHITE EMIGRATION, RHODESIAN GOVERNMENT HAS DECIDED 
THAT INCREASE IN DEFICIT REPRESENTS LESSER OF TWO EVILS WHEN 
COMPARED TO INCREASE IN ALREADY HEAVY TAX RATES. 

BOWDLER 
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